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Two  Years  of  Faulty  Taxation, 


BY 

OTTO  H.  KAHN 


AXATION,    trliile    necessarily  involvmg 


political  and  social  conraderations,  is  essen- 
tially a  problem  in  national  economics.  It  is 
primarily  a  qnestkm  of  public  advantage  wisely, 
truly  and  broadly  conceived.  Its  ^ects,  are 
subtle,  profound  and  manifold. 

Wrong  economics,  however  weU  intentioned, 
have  been  more  frcdtfi4  of  harm  to  the  people 
than  almost  any  other  single  act  o{  government. 

We  have  had  a  two  years*  test  now  of  a  scheme 
of  taxation  which  is  unscientific,  inconsistent 
and  ill-designed.  The  result  is  writ  large  in  the 
high  cost  of  living,  industrial  and  economic  dis- 
location, and  social  discontent — ^for  all  of  which 
our  taxation  policy  is  a  strongly  contributory, 
though,  of  course,  not  the  sole,  cause. 
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^      Two  Years  of  Faulty  Taxation, 
.^L-  and  the  Results 

In  criticizing  the  faults  and  pointing  out  the 

harmful  effects  of  our  existing  system  of  taxation, 
I  am  conscious  of  a  lath^  ungrateful  task.  The 
**kicker"  is  rarely  a  sympathetic  or  welcome  figure. 

His  voice  is  all  the  more  apt  to  jar  upon  the 
public  ear  when  the  burdoi  of  his  song  is  a  plaintive 
mdody  on  the  theme  of  taxation,  and  his  habita- 
tion is  east  of  the  All^pianies  and  more  particularly 
south  of  Pulton  Street,  Borough  of  Manhattan. 

I  can  only  dechu-e  that  I  do  not  mean  to  advo- 
cate a  plan  of  taxation  which  shall  spare  wealth. 
To  do  so,  would  be  both  wrong  and  fatuous. 

What  I  am  advocating  is  a  policy  and  methods 
which,  while  taking  sinc0«  and  sympathetic  ac- 
count of  equity  and  social  justice,  shall  not  have 
resemblance  to  Uie  spirit  and  temper  of  the 
plausible  stump  speaker,  but  shall  be  based  upon 
recognition  of  the  teachings  of  history  and  eco- 
nomics and  practical  experience,  and  bear  the 
imprint  of  reasonableness  and  dispassionate  think- 
ing, free  from  either  favoritism  or  animosity. 

"Whatever  may  be  said  by  theorists,  or — on  paper 
— ^proved,  it  is  demonstrated  by  the  actuidities 
that  every  one  of  the  taxes  now  in  usage  affects  all 
the  pec^le  in  its  consequences,  direct  or  indirect, 
however  hidden  or  remote  may  be  the  causal  con- 
nection. 
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Taxation,  while  necessarily  involving  political 
and  social  considerations,  is  essentially  a  problem 
in  national  economics.  It  is  primarily  a  question 
of  pubUc  advantage  wisely,  truly  and  broadly  con- 
ceived. Its  effects  are  subtle,  profound  and  mani- 
fold and,  unless  carefully  studied  and  measmed  in 
advance,  apt  to  crop  up  in  unexpected  ways  and 
places.  The  very  extreme  of  the  burden  laid  upon 
business  and  incomes  by  the  method  of  taxation 
adc^ted  by  Congress  in  1917  and  since  continued, 
has  partially  defeated  the  purposes  which  the 
framers  of  that  legislation  had  in  view,  and  at  the 
same  time  has  given  rise  to  certain  unforeseen  and 
troublous  developments — as  invariably  happens  in 
the  case  of  extreme  measures,  espedally  where 
economics  are  involved. 

No  quarrel  can  be  found  with  the  purpose  of 
Congress  to  draw  preponderantly  upon  the  well- 
to-do  in  placing  the  weight  of  direct  taxation  in- 
cident to  and  resulting  from  the  war.  It  is  right 
to  seek  to  adjust  that  burden  aJs  near  as  may  be 
according  to  capacity  to  bear  it. 

But  evm  in  doing  things  from  entirely  praise- 
worthy motives,  it  is  well  to  remember  the  old 
Frendi  saying,  that  "virtue  has  been  known,  at 
tunes,  to  be  more  dangerous  than  vice,  because  it 
does  not  feel  itsdf  subject  to  tempering  restraints." 

Moreover,  our  tax  legislation,  apart  from  being 
shot  through  with  the  customary  and  expected 
elements  of  politics,  bears  unmistakable  evidence 
of  class  and  sectional  bias. 
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And  such  bias,  whether  it  be  for  or  against 
capital,  invariably  produces  untoward  results. 
Joined  to  unscientific  theory,  crude  economic 
conceptions,  in^t  method,  lack  of  moderation, 
and  faflure  to  gauge  consequences,  it  has  resulted 
in  a  revenue  measure  whidi  very  naturally  be- 
came a  strongly  contributing  factor  in  throwing 
our  economic  equilibrium  out  of  gear  and  in 
producing  a  harmful  and  troublesome  strain. 

I  hope  I  may  be  credited  with  the  intention  and 
purpose  of  speaking  to  the  best  of  my  conscience 
and  judgment  from  the  point  of  view  of  the  wel- 
fare of  the  entire  country  and  not  of  the  wdfare 
merely  of  the  well-to-do. 

But,  in  any  event,  the  question  is  not  what  are 
the  motives  from  which  my  arguments  and  con- 
dusions  i^ring,  but  wheth^  those  aigumoits  are 
sound  and  those  conclusions  justified. 

What  I  propose  to  say  will  not  strike  a  popular 
note.  That  is  additional  reason  why  it  should  be  said. 

Those  who  differ  from  me  are  free  to  express 
their  opinions  and  controvert  mine.  It  is  through 
the  meeting  of  conflicting  views  in  the  forum  of 
pubUc  opinion  that  truth  is  sought  and  ascertained  . 
in  a  democracy.      *    *  * 

To  those  who  take  the  view  that  criticism  of 
our  existing  surtax  schedule  is  necessarily  the 
''squeal"  of  a  ridi  man,  or  affected  by  the  bias  of 
greed,  I  would  point  out  that  the  rich  man  has 
little  to  ''squeal"  about  on  the  score  of  the  income 
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tax,  provided  he  will  join  the  ranks  of  the  idle 
rich.  All  he  has  to  do,  if  his  conscience  and  dis- 
position permit  it,  is  to  turn  his  back  on  work, 
risk,  and  constructive  effort,  and  place  as  much  of 
his  capital  as  is,  or  can  be  made  liquid,  into  tax- 
exempt  securities,  and  to  tiie  extent  that  he  does 
so,  all  direct  taxation  ceases  to  trouble  him. 
Granting  that  existing  tax-exempt  Bonds  (i.  e.. 
Bonds  of  States,  Municipalities,  etc.)  cannot 
constitutionally  be  made  taxable,  it  is  nevertheless 
characteristic  of  the  unwisdom,  and  ineptitude 
of  our  revenue  measures  that  Congress  has  done 
nothing  to  frame  the  scheme  of  taxation  in  such 
wise  as  to  meet  the  resulting  situation  as  far  as 
in»cticable. 

The  four  factors  which,  more  than  any  others, 
have  brought  about  in  this  country  the  present 
era  of  economic  disturbance  and  high  prices  are, 
in  my  judgment: 

1.  The  urgency  of  the  world's  demand  for 
our  raw  materials  and  manufactured  articles 
during  and  since  the  war. 

2.  Inflation  of  credit  and  currency. 

3.  Governmental  and  private  extrava- 
gance. 

4.  Faulty  taxation. 

All  other  contributory  factors  are  either  of  lesser 
^ect  than  is  frequ^tly  attributed  to  them,  or 
spring  more  or  less  directly  from  the  causes  above 
mentioned. 
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The  world's  demand  for  our  materials  and 
sauces  is  bound  to  slacken  in  due  course.  The 
cure  for  inflation  is  a  slow  and  diflicidt  process. 
The  epidemic  of  extravagance  has  gained  such 
headway  that  it  cannot  be  arrested  rapidly  (though 
it  could,  I  think,  and  should  be  attacked  more 
effectually  than  is  being  done).  But  the  remedy 
for  faulty  taxation,  and  the  resulting  relief  to  the 
people,  can  be  secured  at  once  whenever  it  piques 
Congress  and  the  Administration  to  seek  that 
remedy  and  to  apply  it. 

The  fact — it  is  a  fact — that  the  tax  burden  on 
those  of  small  and  moderate  means  is  lighter  in 
this  country  than  it  is  anywhere  else,  is  altogether 
to  CUP  credit.  But  that  rightful  and  desirable 
policy  has  been  rendered  largely  abortive  by  the 
faults  of  omission  and  commission  in  the  designing 
of  our  tax  structure. 

The  system  and  method  of  taxation  inaugurated 
in  1917  and  continued  since  have  played  a  very 
considerable  part  in  boosting  prices  far  beyond 
the  inevitable  and  natural  ^ect  of  drcumstaiiees 
inherent  in  the  situation.  In  saying  this  I  am  not 
giving  expresfflon  to  an  opinion  based  upon  general 
observation,  but  to  what  I  have  actually  ascer- 
tained by  taking  pains  to  follow  in  concrete  in- 
stances, from  producer  to  retailer,  the  process  of 
the  cumulative  effect  exercised  on  prices  by  our 
existing  taxation. 

Bicreased  cost  of  manufacture  and  distribution 
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naturally  means  increased  cost  to  tiie  fanner, 
increased  cost  of  the  necessities  of  life,  increased 
wages,  in  short,  increased  cost  of  living  all  around. 

The  fact  that  in  other  countries  less  heavily 
taxed  than  ours,  prices  have  increased  as  much  as 
here,  or  even  more,  has  no  bearing  upon  this  state- 
ment, inasmuch  as,  in  the  case  of  those  countries, 
the  course  of  prices  is  a£Fected  by  elem^ts  which  do 
not  come  into  action  here  or  only  to  a  minor  extent. 

Our  three  principal  direct  taxes  are: 

1.  The  Excess  Profit  Tax. 

2.  The  Income  Tax. 

S.   The  Inheritance  Tax. 

I 

THE  EXCESS  PROFIT  TAX 

The  social  and  moral  arguments  for  an  unsparing 
war  profits  tax  are  to  my  mind  unanswerable.  To 
permit  individuals  and  corporations  to  enrich  them- 
selves out  of  the  dreadful  calamity  of  war  is  repug- 
nant to  one's  sense  of  right  and  justice  and  gravely 
detrimental  to  the  war  morale  of  the  people. 
Moreover,  the  war  profit  tax  in  making  for  higher 
prices  is  considerably  mitigated  through  circum- 
stances and  agencies  which  are  q[>erative  when  a 
country  is  at  war. 

Quite  different  in  spirit  and  effect  is  the  Excess 
Profit  Tax,  misleadlngly  so  called,  which  Congress 
has  deaned  well  to  impose  and  to  continue  after 
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the  war  had  come  to  an  end.  That  measure  estab- 
lishes as  "normal  eaniings"  an  arbitrary  and,  in 
the  case  of  many  industrial  activities,  inadequate 
pooentage  of  return  on  invested  capital,  and  by  a 
complex,  confusing  and  generally  ill-devised  sys- 
tem, taxes  at  a  high  rate  all  earnings  above  that 
percentage. 

It  lays  a  heavy  and  clumsy  hand  on  successful 
business  activity.  It  is  grossly  inequitable  in 
its  effects,  and,  to  a  large  extent,  the  greater  or 
lesser  d^ee  of  its  burdensomeness  is  determined 
by  purely  fortuitous  circumstances.  It  puts  a 
fine  on  energy,  enterprise  and  efficiency.  It 
leaves  untouched  the  man  of  wealth  who  neither 
worics  nor  takes  the  risks  and  resp<msibilities  of 
business,  but  merely  collects  his  coupons.  It  is 
bound  to  operate  unfairly,  freakishly,  and  un- 
evenly, and  greatly  enhance  the  cost  of  things. 

There  is  no  need  to  discuss  that  tax  at  length 
and  to  describe  its  workings  in  detail,  because  its 
faultiness  and  the  complexity  of  its  technical 
provisions  and  its  baneful  effects  in  various  di|;ec- 
tions  have  become  so  widely  recognized  that  we 
may,  I  hope,  look  f orwiuxl  with  reasonable  aanir- 
ance  to  its  repeal  or  thorough  modification  in  the 
not  very  distant  future. 

But  to  remove  the  excess  profit  tax  on  corpora- 
tions without  at  the  same  time  greatly  reducing 
surtaxes  on  individuals  would  manifestly  be  a  dis- 
crimination against  private  business  in  favor  of 
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corporate  business,  inasmuch  as  it  would  greatly 
impair  the  capability  of  private  firms  to  compete 
with  corporations. 

Moreover,  the  repeal  or  modification  of  the 
excess  profit  tax  will  not  and  cannot  effect  the 
reKef  which  the  situation  calls  for,  unless  accom- 
panied by  a  well-judged  revision  of  the  existing 
scale  of  taxation  of  individual  incomes,  as  I  shall 
endeavor  to  show  in  the  following  chapter. 


II 

THE  INCOME  TAX 

1.   Onnparing  our  income  taxation  with  that 

of  England,  we  find  that  in  that  country  taxation 
starts  with  incomes  (for  married  m^)  of  $725, 
here  with  incomes  of  $2,000.  The  English  tax  on 
the  smaller  incomes,  say,  up  to  $5,000,  is,  on  the 
average,  about  six  times  as  heavy  as  ours.  On  the 
other  hand,  our  tax  in  its  upper  scale  is  far  heavier 
than  that  of  England.  The  English  maximum 
taxation  is  523^%,  ours  is  73%,  without  including 
State  income  taxes.  That  is  by  far  the  highest 
scale  of  income  taxation  existing  anywhere  in  the 
civilized  world. 

The  English  normal  tax,  i.  e.,  the  tax  applicable 
to  the  lowest  incomes,  is  80%.  Our  liormal  tax 
is  4%  on  the  first  $4,000  of  taxable  income,  and 
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8%  on  incomes  above  that  amount.  On  the  other 
hand,  the  highest  rate  of  English  surtax  is  22^%; 
our  highest  rate  of  surtax  is  65%.  That  is  to  say, 
in  England  the  highest  ineome  taxpayer  is  taxed  at 
a  rale  less  than  twice  that  applicahle  to  the  Umest 
taxpayer  {though  it  must  he  home  in  mind  that  cer- 
tain deductions  are  aUowed  on  small  incomes). 
With  us  {deductions  being  likewise  aUowed  on  small 
incomes)  the  highest  income  taspaifer  is  taxed  at  a 
rate  seventeen  times  as  heavy  as  that  applicable  to 
the  lowest  taxpayer  . 

Our  scale  of  income  gradation  in  respect  of  small 
incomes  is  jvalba  and  wis^  than  the  English  scale 
and  greatly  preferable  to  it.  But  our  moderation 
in  respect  of  taxing  small  incomes  makes  all  the 
more  conspicuous  the  unnecessary  and  harmful 
extreme  to  which  we  go  at  the  other  aid  ci  the 
scale. 

2.  While  we  thus  take  away  up  to  three- 
quartars  of  his  income  (and  even  more  if  we  include 
other  taxes)  from  the  capitalist  engaged  in  business 
or  Investing  his  money  in  supp^ring  funds  to  our 
industries,  access  is  wide  open  for  other  forms  of 
capital  to  the  safe  and  t^pting  refuge  offeied  by 
tax-exempt  securities.  All  Municipal  Bonds,  State 
Bonds,  Farm  Loan  Bonds  and — ^unless  specifically 
otherwise  provided — Federal  Bonds,  are  free  from 
all  taxation,  except  inheritance  taxation.  Th^ 
are  about  fourteen  billion  dollars  of  such  tax-free 
bonds  outstanding  (apart  horn  partially  exempt 
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Liberty  Bcmds),  andoBawe  arabdng  cfeatod  all  the 

time. 

Under  the  existing  schedule  of  iBCome  taxation, 
the  inducement  to  buy  tax^empt  bonds  is  so 
great,  and  the  consequent  demand  for  them  so 
strong,  that  a  ready  and'ei^ger  nuurkei  at  a  com- 
paratively low  rate  of  interest  (from  4J^%  to  5%) 
Is  offered  to  pi»t1|r  jaesaAy  eveiy  frnviiahip  and 
county,  thus  greatly  facilitating  wasteful  spending 
by  municipal  and  other  local  govcfnoMtnts. 

Capital  invested  in  such  bond&JUOt  only  haa  been 
and  is  free  from  taxation,  but  owing  to  the  effect 
of  the  income  lax.  in  stimuWing  the  demand  for 
tax  free  bonds,  such  capital  has  remained  unim- 
paired while  capital  invesled  in  taxa}»le  itonds  hss 
undergone  a  very  large  shrinkage. 

Capital  iD¥«sted  in  ^tax-«en^  bonds  not^wly 
has  been  free  from  taxation,  but  owing  to  the 
effect «{ the  ineome  tax  in  stimulating  the  denaand 
for  such  bonds,  such  capital  has  remained  iWi- 
impaired  while  capital  invested  in  taxable  hmia 
has  undergone  a  very  heavy  shrinkage. 

I  am  advised  that  it  is  not  feasible  under  the 
constitutional  limitations  of  our  gov^Kamental  sys- 
tem, nor  would  it  be  fair,  to  remove  the  tax 
exemption  from  such  bonds  ol  the  te^ree  class 
as  are  now  outstanding. 

Nor,  as  I  am  informed,  would  it  be  possible, 
according  to  the  predominant  opinion  of  legal 
authorities,  for  Congress  to  subject  even  future 


AND  THE  RESULTS  18 


issues  of  State,  Municipal  and  County  bonds  to 
taxation,  unless  a  constitutional  amendment  be 
ad<^tod  to  that  effect 

Personally,  I  do  not  favor  the  institution  of  tax* 
esempt  seeurities,  because  I  believe  it  eocmom- 
ically  unsound  and  socially  objectionable — but  we 
ate  eonfrooted  with  a  condition,  not  a  theory. 

The  discrimination  which  permits  the  owner  of 
liquid  capital  to  escape  aU  <Mpect  taxation  by  the 
simple  process  of  buying  Municipal  or  other  tax- 
exempt  bonds,  becomes  naturally  all  the  more 
effective  and  accentuated  as  the  inofmie  surtax 
rate  increases. 

The  existence  of  that  mass  of  non-taxable  se* 
curities  is  therefore  an  additional  consideration 
amcaig  those  which  should  have  bid  our  legislators 
pause  before  raising  the  scale  of  direct  taxation 
td  unettfitipled  heists;  it  is  an  unduillengeable 
argument  against  the  fairness,  appropriateness  and 
productiveness  of  enormous  supertaxes. 

d.  I  doubt  whether  it  is  fully  realized  by 
many  people  how  immense  is  the  adi^tage  which 
is  enjoyed  by  capital  invested  in  tax-exempt  se> 
curities  as  compared  to  capital  invested  in  business 
or  in  corporate  securities  or  earned  in  salaries.  * 

*11ie  Secretaty  Oi  the  Traasury  in  Us  last  report  to  GongnH 
proposes  an  indirect  method  for  curtailing  somewhat  the  advantage 
accruing  from  the  ownership  of  tax-exempt  securities.  He  recom- 
mends that,  for  the  purpose  of  determining  the  rate  of  supertax 
applicable  to  a  person's  income,  the  income  from  tax-exempt  securities 
be  iududed  ia  the  calculfttian,  and  that  the  rate  of  wipertM  thus 
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The  following  table  may  therefore  be  of  some 
interest.  It  shows  what  percentage  of  returns 
would  have  to  be  obtained  from  such  sources  in 
order  to  equal  the  return  from  a  4)^%  tax-«sempt 
bond  purchased  at  par.  It  shows,  to  take  an  ex- 
treme instance,  that  in  the  case  of  a  person  in  the 
highest  taxable  class,  he  would  have  to  make  nearly 
17%  upon  a  corporate  security  or  in  his  business 
in  order  to  get  the  same  return  which  he  receives 
by  investing  in  a  tax-free  43^^%  bond. 

And  it  should  be  remembered  that  in  making 
up  these  figures  no  account  is  taken  of  the  excess 
profit  tax,  which  still  further  increases  the  yield 
trom.  tax-free  securities  as  compared  to  the  yield 
fnxm  capital  invested  in  business.  Nor  is  aoeount 
taken  of  State  income  taxes  or  local  taxation. 
Here  is  the  table: 

A  taxable  security  or  a  business  would  have  to 
yield  the  following  percentages  of  return  in  order 
to  bring  the  same  net  income  as  a  4}^%  tax-free 
bond  (without  calculating  excess  profits.  State  and 
local  taxes): 

  ^ 

ascertained  be  considered  as  the  rate  applicable  to  the  actually 
taxable  portion  of  his  income. 

Leaving  aside  the  question  of  the  legality  and  propriety  of  that 
method,  it  manifestly  would  not  accomplish  that  which  ought  to  be 
accomplished.  Thcare  is  only  one  way  to  reduce  the  advantage  of 
tax-exempt  securities*  and  that  is,  in  addition  to  adjusting  our  mxpet^ 
taaee  ta  leaaonable  pntptatioDa,  to  devise  methods  and  waji  of 
taxation  (such  as  the  eipendttores  tax  or  the  sales  tax  xefemd  to 
in  the  lattor  part  d  this  discussion)  wUdk  caimot  be  evaded  bgr  the 
ownership  ol  nonrtaxable  securities. 
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In  the  case  of  incomes  exceeding  $ieO,000—  5.35% 

In  the  case  of  incomes  exceeding  80,000 —  5.70% 

In  the  case  of  incomes  exceeding  40.000 —  6.08% 

In  the  case  of  incomes  wwweding  50.000—  9Ji9% 

In  the  cue  ci  inoMuet  igmeeding  90,000—  7.03% 

In  the  case  of  incnnes  exceeding  70.00&—  7.62% 

In  the  case  of  inccMues  exceeding  80,000—  8.33% 

In  the  case  of  incomes  exceeding  90,000—  9.18% 

In  the  case  of  incomes  exceeding  100,000 — 10.23% 

In  the  case  of  incomes  exceeding  200,000 — 12.50% 

In  the  case  of  incomes  exceeding  300,000 — 14.06% 

In  the  case  of  inamus  exceeding  500,000— 15US1% 
In  the  case  of  imsooMS  eineeding  1,000^000— 10.67% 

In  the  face  of  these  comparisons,  what  induce- 
ment is  there  for  a  man  to  take  upon  himself  the 
risk  and  drudgery,  the  worries  and  cares  of  active 
business,  in  the  expectation  of  reasonable  profits? 
What  incentive  is  left  to  him  for  normally  re- 
munerated effort  and  enterprise  under  a  dis- 
pensation which  permits  him  to  retain  but  an 
incfHisiderable  fraction  of  the  fruits  of  his  work, 
while  the  Government  takes  the  lion's  share  up  to 
three-quarters  and  more,  in  direct  taxes.?  Does  it 
not  follow  that  there  will  &asae  &.th&:  a  slackening 
in  business  eff<Nrt  or  a  tendency  to  exact  unduly 
and  undesirably  laxge  profits  so  as  to  offset  the 
burden  of  taxes? 

4.   It  is  manifest  from  the  figures  I  have  quoted 

that  no  bond — foreign  or  domestic — can  compete 
in  interest  yidd  with  the  attractiveness  of  tax- 
exempt  bonds  to  those  in  possession  of  surplus 
incomes  of  any  considerable  size. 
And  it  is  just  these  persons  who  form  the 
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clientele  that  in  the  past  has  been  the  mainstay  of 
our  investment  market,  for  the  masses  of  the 
American  people  have  not  heretofore  been  in  the 
habit  of  putting  tbdr  savings  into  corporate 
bonds. 

Prior  to  the  war  there  were  less  than  400,000 
individual  owners  of  bonds  in  the  United  States. 
I  have  no  reliable  figures  whidi  would  enable  me 
to  judge  to  what  extent  the  number  of  small  bond 
investors  has  increased  within  the  past  few  years 
(apart  horn  investors  in  Liberty  Bonds).  It 
doubtless  has  increased,  but  the  aggregate  buying 
power,  or  rather,  buying  inclination  of  the  small 
investor,  has  by  no  means  made  up,  and  is  not  at 
all  likdy  to  make  up,  for  the  defection  of  the 
larger  investor. 

The  fact  that  approximately  twenty  million 
people  bought  Liberty  Bonds  during  the  war  is 
no  criterion.   Their  motive  was  not  investment 

but  patriotism. 

Moreover,  the  experieuse  which  th^  have  made 
in  seeing  a  heavy  and  continuing  decline 
m  the  price  of  those  classes  of  Liberty  Bonds 
which  are  only  partially  tax-exempt,  is  hardly 
calculated  to  encourage  them  to  make  inv«st- 

ments  in  bonds. 

5.  Some  of  the  results  of  exorbitant  and  un- 
parallded  direct  taxation  on  the  one  hand  and 
the  existence  of  a  huge  volume  of  tax-free  seciuities 
on  the  other,  have  been  these: 
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(A)  The  possessors  of  incomes  of  larger  size, 
generally  speakiug,  have  gone  on  strike  as  far  as 
investing  in  taxable  securities  is  concerned,  thus 
greatly  diminishing  the  quantity  of  funds  availaible 
for  private  enterprise.  To  the  extent  that  they 
still  buy  such  securities,  they  demand  far  higher 
interest  rates  than  formerly,  in  order  to  recoup  a 
portion,  at  least,  of  the  impairment  of  thdr  income. 

That  enhances  the  cost  of  capital  and  malr^ 
for  higher  prices  of  all  articles. 

{B)  In  consequence  largely  of  this  attitude 
of  self  defense  on  the  part  of  private  capital, 
the  American  investment  market,  to  a  great 
extent,  has  ceased  to  function  for  the  time  being. 
Unparalleled  stagnation  has  diarBctawed  it  for 
many  months. 

The  shrinkage  in  the  value  of  existing  corporate 
bonds,  which,  though  in  part  due  to  causes  of  agen> 
eral  character,  is  to  the  largest  extent  attributable 
to  the  income  tax,  amounts  to  billions  of  dollais. 

There  are  a  number  of  good  railroad  bonds  which 
sell  on  a  basis  to  yield  from  7J^%  to  S}4% 
annually.  There  are  foreign  Government  bonds 
of  unquestionable  soundness  which  sdU  on  a  basb 
to  yield  10%. 

A  really  successful  investment  issue  of  larger 
awe»  even  at  whatiormedy  umild  have  beeujoon- 
sidered  extraordinarily  attractive  rates  of  infjTfst^ 
has  not  been  known  for  a  Iouk  time. 
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(The  fact  that  the  recent  issue  of  a  foreign  loan 
here  was  suooessful  does  not  modify  this  state- 
ment, inasmuch  as  it  was  an  offering  not  of  bonds 
but  of  i^OTt  maturity  notes,  and  there  was  attadied 
to  it  a  speculative  attraction  in  the  shape  of  an 
exchange  privilege  holding  out  the  possibility  of  a 
profit  of  as  much  as  fifty  per  cent.) 

The  seriousness  of  the  situation  of  our  invest- 
ment market,  and  its  grave  portent,  have  not  re- 
ceived as  yet  the  attention  which  they  deserve, 
especially,  too,  in  view  of  the  financial  require- 
ments of  the  railroads,  which  can  be  met  only 
through  the  investment  market. 

The  free  flow  of  capital,  the  normal  working  of 
that  market  are  al^lutely  basic  eletnents  for  every 
kind  of  trade  and  industry.  The  effects  of  their 
disturbance  to  any  serious  degree  for  any  length 
of  time  are  all-pervading. 

We  cannot  have  a  return  to  normal  conditions 
oE  trade,  prices,  etc.,  until  our  investment  market 
will  have  come  within  measurable  distance,  at 
least,  of  normal  conditions. 

And  that  is  impossible  as  long  as  our  present 
income  tax  remains  in  force,  even  if  the  oth» 
elements  which  have  operated  to  bring  about  the 
present  abnormal  situation  were  removed. 

(C)  Our  new-bom  aspiration  to  be  the  great 
financial  mart  of  the  world  has  been  strangled  in 
its  cradle  because  a  broad,  active  and  leo^tive 
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investment  market  is  an  indispensable  prerequisite 
for  the  establishment  of  a  potent  financial  centre.* 

It  is  wholly  futile,  under  our  present  income  tax, 
to  expect  private  capital  to  invest  to  any  adequate 
d^ree  in  issues  here  of  foreign  securities,  and  thus 
to  aid  in  reeving,  to  an  extent  at  least,  the  un- 
precedently  abnormal  state  of  the  exchange  rates, 
which  if  left  to  itself  is  bound,  sooner  or  later,  to 
prove  a  formidable  obstacle  to  our  export  trade 
and  otherwise  to  have  a  seriously  detrimental  re- 
action upon  our  own  affairs. 

(I  do  not  fail  to  recognize  that  to  a  large  extent 
the  remedy  against  the  d^redation  of  their  ex- 
changes must  come  by  action  of  the  European 
nations  themsdves.) 

If  we  wish  the  world  to  continue  to  buy  from 
us  on  a  large  scale,  if  we  wish  to  do  what  duty  and 
self-interest  demand  in  aiding  Europe  to  normalize 
and  stabilize  itself,  and  unless  we  are  prepared  to 
forego  those  opportunities  of  lasting  value  to  the 
country,  which  the  present  situation  offers,  we 
must  be  willing  to  advance  consid^^le  funds  to 
our  foreign  custom^  as  England,  France  and 


*It  M  true,  EngUmd  aho  1im  »  hmry  incMne  tax,  though  much  lesa 
heavy  than  oan  in  its  higher  acalei:  but  audi  taz-emnpt  bonds  as 

edst  in  England  are  fm  from  the  NORMAL  inccHne  tax  only  and  not 
from  supertaxes,  aiid  there  are  nindry  d&et  leaaona  why  the  effect 
ef  the  British  uMxmie  tax  is  not  the  mum  as  it  is  with  ns  bom  the 
point  of  view  of  hiternatioBal  finaaoe  and  trade.  F^nrthennoccb  the 
British  income  tax  is  not  as  aD-embcadng  m  its  soope  as  ooi*.  For 
instuice,  profits  made  by  a  pecson  otherwise  than  in  his  icgnlarinde 
am  not         to  the  iaoooie  tKc  at  an.  in  Eidi^hmL 
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Germany  have  always  done  to  theirs  in  pre-war 
tknes,  and  as,  indeed,  England  is  doing  now  to  the 
extent  of  her  ability. 

The  banks  and  e^orters  cannot  possibly  carry 
the  whole  load  of  financing  sudi  advances.  We 
may  not  look  to  the  Grovemm^t  to  intervene. 
Private  investment  capital  cannot  be  induced  to 
come  forth  adequately  under  the  circumstances 
above  explained. 

The  deadlock  is  bound  to  persist  until  our  policy 
and  methofib  oi  taxation  will  have  been  revised 
and  modified. 

A  very  regrettable  impression  is  created  abroad 
by  the  fact  that  at  a  time  when  we  alone  are 
capable  of  supplying  the  nations  with  urgently 
needed  funds*  the  American  public  fails  to  respond 
adequately,  and  when  our  market  does  accord 
loans  to  foreign  countries,  v^  onerous  conditions 
are  exacted.  The  fault  is  unjustly  attributed  to 
an  ungenmus  desire  to  take  greedy  advantage  of 
Europe's  necessities,  when,  as  a  matter  of  fact, 
the  cause — apart  from  the  natural  results  of  i»e- 
vailing  conditions — ^is  primarily  to  be  found  in  the 
drcumstanees  above  m^ticmed. 

There  is  widespread  e:q>ectation  that  when  and 
if  the  Peace  Treaty  is  ratified  by  the  United  States, 
the  effect  of  that  act  will  go  ft  long  way  to  cure  the 
f»yi{ytme  state  of  the  international  exchanges  by 
setting  in  motion  a  liiee  fl^w  of  Ameiican  credits 
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to  European  nations.  Those  who  hold  that  view 
are,  I  venture  to  think,  harboring  a  delusion. 

While  the  eventuality  referred  to  would  very 
likdiy  be  reflected  to  a  e»tain  degree  and  for  a 
certain  time  in  a  movement  of  the  exchanges  to- 
ward a  less  abnormal  levd,  yet  the  influences  be- 
hind such  a  movement  would,  I  tiunk,  be  laigBliy 
seatinMnta]  and  therefore  only  temporary  in  their 
effect. 

The  credits  which,  apart  from  advances  by  our 
Government,  we  have  already  ^steaded  to  Europe, 
amount  to  a  much  larger  aggregate  than  is  gen- 
erally supposed.  Our  banks  and  other  fiiMwiniftl 
institutions  and  exporting  houses  cannot  safely  go 
much  further.  Our  credit  structure  is  greatly 
strained  as  it  is. 

The  only  large  reservoff  which  can  still  be 
tapped,  is  the  mass  of  private  investment  capital, 
and  the  way  to  that  reservoir  is  barred  by  the 
faults  of  the  income  tax. 

(Z>)   Apart  from  the  scale  ot  taxation,  tboe 

are  various  provisions  in  our  income  tax  law  which 
handicap  the  American  buaness  man  as  against 
his  European  competitor. 

A  common  diaracteristic  of  these  provisions  is 
that  while  nationally  harmful  in  their  effect,  they 
are  little  productive  of  revalue. 

(E)  Seeking  because  of  the  income  tax  and  the 
high  cost  of  things  a  correspondingly  higher  n^um 
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on  their  capital,  not  a  few  of  those  who  heretofore 
were  in  the  habit  of  placing  their  funds  in  safe 
investment  securities  have  been  tempted  and  in- 
duced to  turn  to  speculation.  The  promoter  of 
**get-rich-quick"  schemes  has  been  reaping  a  har- 
vest. The  housing  famine  and  the  resulting  hard- 
ships and  high  rentals  are  due  in  considerable  part 
to  the  fact  that  capital  has  to  a  great  extent  with- 
drawn from  the  field  of  real  estate  mortgages 
because  they  do  not  yield  sufficiently  attractive 
returns  after  taking  into  account  the  income  tax. 

{F)  Excessive  direct  taxation  prevents  that 
measure  of  accumulation  of  surplus,  which  is 
needed  for  the  normal  expansion  of  the  country's 
busmess.  It  does  this  all  the  more  effectively,  as 
business  men  of  necessity  have  only  a  limited 
amount  of  theur  capital  in  the  form  of  liquid  or 
quickly-realizable  assets,  and  it  is  just  these 
assets  which  are  absorbed  by  taxation  because 
taxes  must  be  paid  in  cash. 

If  business  men  cannot  accumulate  adequate 
working  capital,  the  result  will  be  either  reaction 
in  trade  and  restriction  in  production,  or  demands 
for  credit  in  such  volume  as  to  bring  about  a 
dangerous  and  harmful  strain. 

Increased  production  is  one  of  the  crying  needs 
of  the  hour.  But  increased  production  necessarily 
means  the  use  of  increased  capital.  It  means  that 
the  buaness  man  must  have  an  adequate  surplus 
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at  the  end  of  the  year  in  order  to  perfect  his  plant, 
to  enlarge  his  operations,  etc. 

Wh^  is  he  to  find  that  surplus  if  taxes  are  so 
heavy  that  but  little  is  left  to  him  after  meeting 
his  own  and  his  family's  expenses?  How  is  he  to 
obtain  that  capital  unless  by  the  dangerous  ex- 
pedient of  constant  and  heavy  borrowing,  which, 
moreover,  he  will  not  always  find  possible? 

These  same  considerations,  though  naturally 
somewhat  modified  in  their  application,  hold  good 
in  the  case  of  corporations.  And  the  present 
attitude  of  investors  has  had  the  result  that  large 
corporations  which  ordinarily  would  meet  their 
financial  requirements  by  having  recourse  to  the 
investment  market,  are  compelled  in  many  cases 
to  resort  to  the  banks  for  loans  and  credits,  thus 
competing  for  sudi  acoommodatMm  with  the  smaller 
merchant  and  intensifying  the  jam  and  congestion 
of  the  credit  situation. 

In  connection  with  this  matter  of  the  need  of 
working  capital  for  industry,  it  should  be  borne  in 
mind  that  owing  to  the  rise  in  prices  and  wages 
it  takes  a  great  deal  more  capital  to  do  the  same 
volume  of  business  than  it  did  prior  to  the  war. 

In  considerable  part,  the  existing  stringency 
and  strain  in  the  credit  and  m<Hiey  market  is  due 
to  the  fact  that  liquid  surplus  capital  heretofore 
available  for  business  and  investments  is  now 
appropriated  to  a  preponderant  extent  by  the 
Government  in  taxes.   The  plausoble  con^i^ti<m 
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that  money  gathered  and  spent  by  the  Govern- 
ment is  or  can  be  equally  effective  in  yscamAisig 
pxogress  and  prosperity  as  money  employed  in 
the  normal  course  of  trade  and  business,  is  and  has 
been  unmistakably  proved  wholly  fallacious. 

(G)  Enterprise  is  hampered  by  the  taxation 
now  in  force  and  thereby  production  retarded.  An 
apparent  contradiction  to  this  statement  may  be 
seen  in  the  great  industrial  activity  which  prevails 
now  and  has  prevailed  for  some  time.  But  the 
contradiction  is  merdy  an  apparent  one. 

Our  present  prosperity  is  due  to  abnormal  causes. 
It  is  not  normal  in  its  concomitaiits,  nor  is  it  at 
aU  uniform  or  even  in  its  workings. 

New  enterprise  is  largely  confined  to  those 
activities  in  iMek»  owing  to  prevailing  conditions, 
wholly  abnormal  profits  are  possible,  profits  so 
great  that  th^  can  stand  «nnbitant  taxation. 

■Such  activity  as  is  based  upon  what  were  form- 
erly considered  ordinary  profits  is  greatly  restricted, 
necessarily  so  because  muaual  business  cannot  make 
an  adequate  living  or  offer  commensurate  induce^ 
ments  under  easting  conditions  of  taxation. 

And  steady,  reasonably  compensated  activity 
and  enterprise  are,  after  all,  the  real^  desirable 
kind,  from  the  social  and  economic  point  of  view, 
mth»  than  a  state  of  hectic  rush,  based  upon  a 
transitory  demand  which  does  not  count  the  cost. 

I  knofw  of  my  own  knowledge  numecoiid  in- 
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stances  within  the  past  two  years  when  us^ul 
and  desirable  transactions  which  ordinarily  would 
have  been  undertfyeeii  wm  tunxed  down  on  the 
ground  that  after  deducting  the  share  which  the 
GoveraiiMfii  wouM  take  kt  tasea,  tiiere-  was  so 
little  left  as  compensation  for  the  effort  and  risk 
invc^ved,  that  th«%waa  no  longer  any  inducement 
reasonably  sufficient  to  justify  that  effort  and  risk. 

(H)  One  of  the  most  valuable  by-products  of 
wise  taxation  is  the  promotion  of  thrift.  There 
never  was  a  time  when  thrift  was  more  urgently 
essential  than  it  is  now. 

The  vast  possibilities  of  saving  do  not  rest  with 
the  relatively  small  number  of  wealthy  people, 
especially  now  when  theiir  spending  power  has  been 
greatly  decreased  through  taxation,  but  with  those 
elements  among  the  massea  of  the  people  whose 
spending  power  has  been  very  largely  increased 
within  the  past  five  years.  Our  legislators  have 
completely  failed  to  use  the  instrument  of  taxation 
to  promote  eoencMny  m  expa:iditiffte>  a^ng  those 
elements.  And  in  the  case  of  the  well-to-do,  the 
very  hugeness  el  the  taxes  inAposed  actually  dis- 
courages saving,  or  makes  it  impossible.  The 
excess  profit  tax  and,  by  reason  of  the  kind  and 
mann^  of  its  gradation,  the  income  tax,  instead 
of  promoting  restraint  in  eq[>aiditures,  are  rather 
breeds  of  extrava^suioe. 

Our  taxation  impairs,  far  beyond  need  or  reason. 
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the  incentive  to  effort  and  saving  and,  at  the  same 
time,  makes  all  too  smooth  and  easy  the  path  of 
wasteful  govermneatal  i^p^ding. 

These  and  other  baneful  ^ects  directly  trace- 
able to  short-sightedly  excessive  and  clumsy  taxa- 
tion ol  capital,  tn«rely  go  to  confirm  old  and  tested 
truths  well  known  to  every  student  of  taxation. 
Thus,  for  instance: 

An  excessive  tax  destroys  its  own  productivity. 
Hie  great  nations  of  Europe  have  been  and  are 
und^  an  infinitely  greater  financial  strain  than 
our  country  was  or  is.  The  Cabinets  in  these 
countries  have  undergone  many  changes  in  the  last 
five  years.  Th^  have  included  Socialists  and 
Representatives  of  Labor.  In  the  detmnination 
of  their  taxation  program  they  have  had  the  assist- 
ance of  the  best  eomomic  brains  of  Europe.  Eng- 
land, France  and  Italy  are  probably  no  less  demo- 
cratic in  thdr  eoonomie  policies  and  purposes  than 
we  are.  Yet,  no  European  Government  has  deemed 
it  wke  and  advantageous  to  the  state  to  impose 
rates  of  income  taxation  as  high  as  the  upper 
grades  of  ours.  If  all  European  nations  except 
Bolshevist  Russia  have  stopped  at  certain  limits 
of  income  taxation,  much  below  mm,  the  reason 
is  not  that  they  are  animated  by  any  greater 
tenderness  for  rich  men  than  we  are,  but  that  they 
have  recognized  the  unwisdom  and  economical  ill- 
effect  of  going  beyond  these  limits. 
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Extreme  rates  of  taxation  do  not  and  cannot 
fully  reach  those  whom  they  are  intended  to 
reach,  but  they  do  inevitably  readi,  in  one  way  or 
another,  in  their  ultimate  oonsequenoes,  the  masses 
of  the  people. 

He  who  would  lead  the  people  to  bdieve  that 
they  can  be  benefited — or,  indeed,  that  they  are 
other  than  greatly  harmed — by  oppressive  taxa- 
tion of  capital,  fools  himself,  or  attempts  to  fool 
others. 

Such  taxation  is  bound,  m  the  end*  to  lead  to 

stagnation  and  retrogression.  The  prosperity  of 
a  community  is  a  matter  of  manif<dd  and  subtle 
interrelations.  In  the  long  run  labor  cannot  be 
abundantly  employed  and  well  paid  nor  can  the 
farmer  and  the  small  trader  be  prosperous  unless 
business  at  large  is  enabled  to  grow  and  prosper. 

Faulty  taxation  affects  the  masses  of  the  people 
unavoidably  and  harmfully,  even  though  it  be 
in  no  way  laid  upon  them  in  the  shape  of  direct 
or  indirect  governmental  imposts.*  In  fact,  it  is 


*I  had  occasion  recently  to  read  an  article  published  in  the  London 
Magazine  about  a  century  and  a  half  ago,  to  be  exact,  in  the  year  1767. 
It  deab  with  and  analyies  the  causes  of  a  then  existing  situation, 
striking  omilar  to  that  which  pnvtah  with  us  at  present. 

Tb»  foUowing  extnMSts  <i<»n  that  article  miiy  apptopriatdy  be 
quoted; 

"Every  new  tax  does  noi  only  affect  the  price  qf  Ae  eommoUtt  em. 

v  hich  it  is  laid,  hut  that  of  all  others,  whether  taxed  ornatamd,  tuM  «W<* 
at  first  sight  it  seems  to  have  no  manner  of  connection.  ... 

"Taxes,  like  the  varioue  streams  which  Jorm  a  general  inundaiion. 
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likely  to  affect  th^n  moie  acUressdly  and  acutely 
than  even  taxation  which,  to  a  moderate  and  care- 
fully measured  extentr  is  laid  upon  them,  provided 
that  such  taxation  is  wise  and  scientific. 

Extravagance,  log-rolling,  the  uinHse  and  in- 
ejQBcient  expenditure  of  money  by  governmental 
bodies  count  among  the  acknowiedjged  foibles  of 
Democracy.  The  structure  of  our  income  tax 
schedule  eneourages  liiese  foibles,  in  that  it  creates 
the  belief  that  the  great  bulk  of  government  ex- 
penditures is  provided  out  of  the  pockets  of  the 
well-to-do  without  matenaUy  burdeoiiig  the  rest 
of  the  community. 

The  formula  of  a  veiy  small  noimal  tsx:  and 
enormous  surtaxes  acts  as  a  strong  stimulant  to 
wast^idness  on  the  part  of  executives,  heads  of 
departments  and  legislators,  in  that  it  tends  to 
lessen  thdr  salutary  qualms  on  ihe  score  of  being 
held  to  account  by  the  people  for  the  resulting 
tax  burd«i8.  It  is  all  too  invitingly  easy  to  meet 
rising  expenditures  by  giving  the  surtax  screw 
another  twist  of  a  few  per  cent.,  or  to  maintain  an 
exorbitant  level  of  expenditures  in  normal  times 
by  leaving  the  surtaxes  at  rates  which  were  meant 
to  cover  the  needs  of  an  extraordinary  em^^gency. 


by  whateeer  ekanneU  they  separately  find  admisnon,  unite  at  last  and 
overwhdm  the  tehoU.    .    .  . 

"The  increase  of  taxes  must  increase  the  price  cf  everything,  whether 
taxed  or  not,  and  this  is  one  principal  cause  of  the  present  extraordinarji 
advance  of  provisions  and  aU  the  neceuariet  of  life." 
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By  the  opiate  of  such  taxation  ^lidi  appcawidfy 
touches  them  but  very  little  or  not  at  all,  the  masses 
of  the  people  are  apt  to  be  lulled  into  a  sense  erf 
rdotive  mdifferwce  to  governmental  wasteful- 
ness; but  the  facts  remsdn  awake  and  inexorably 
at  wcffk,  and  their  working  means  and  has  always 
meant  that  governmental  extravagance  is  visited 
not  upon  one  class,  but  upon  all  the  people. 

Wrong  economics,  however  well  intentioned, 
hove  been  more  fruitful  of  harm  to  the  people  than 
almost  any  other  single  act  of  government. 

A  tax  ^diich  is  regarded  and  accepted  as  reason- 
able, is  likely  to  bring  at  least  as  high  a  yield  as  a 
tax  which  those  upon  whom  it  falls  fed  justified  m 
regarding  as  grossly  and  needlessly  excessive.  An 
income  tax  increased,  of  course,  over  the  rates  pie- 
vailing  before  the  war,  yet  keeping  within  the 
bounds  of  moderation,  would  produce  probably 
little  less  revenue  than  the  existing  tax— and  with 
far  less  economic  disturbance  and  hindrance  to  the 
country. 

Governmental  greed,  just  like  private  greed,  is 
apt  to  overreach  itself.  Many  tzansactkuu  on 
which  those  concerned  would  willingly  pay  a 
moderate  tax,  are  now  simply  being  hud  aside 
and  not  effected  at  all  because  of  the  intolerable 
taxation  to  which  they  would  be  subjected.  Others 
are  bemg  conduded  in  an  artificial,  round-about 
unsatisfactory  way  so  as  to  avoid  the  full  burden 
of  the  tax.  The  result  in  either  case  is  a  loss  of 
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revenue  to  the  Government  and  an  impediment 
to  business. 

While  business  and  accumulated  capital  are 
naturally  the  principal  single  sources  ol  revenue* 
there  is  a  point  beyond  which  these  sources  cannot 
be  used  wisdy,  safely  or  ^ectively.  To  suf^le- 
ment  them,  numerous  other  means  of  providing 
revenue  are  available.  The  framers  of  our  tax 
legislation  have  resorted  to  them  only  unwillingly 
and  inadequately,  although  they  are  being  greatly 
and  successfully  used  in  all  other  countries.  Taxes 
of  that  nature,  while  largely  productive  in  the 
aggregate,  are  so  trifling  in  their  units  as  to  be 
barely  perceptible  in  effect,  and  they  have  the 
great  advantage  of  collecting  themselves  almost 
automatically,  whereas  the  expense,  labor  and 
oomplexities  both  to  the  Government  and  the  tax 
payer,  which  the  collection  of  the  income  and 
excess  fxo&t  taxes  involve  under  the  provisions  of 
the  existing  law,  are  of  staggering  magnitude. 

I  am  aware  that  the  contention  has  been  put 
forward  as  an  argument  for  the  existing  scale  of 
taxation  of  incomes  and  profits  that  it  is  a  desirable 
thing  in  itself  to  place  limitations  upon  a  person's 
income.  But  if  that  principle  were  once  to  be 
admitted,  where  would  its  application  stop?  Where 
would  the  permissible  limit  of  earnings  be  fixed  and 
how  long  would  it  stay  there?  The  whole  theory 
of  such  a  contention  is  incompatible  with  our  tradi- 
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tions  and  with  the  spirit  and  ess^ce  of  our  insti- 
tutions. And  I  feel  certain  that  the  vast  majority 
of  the  American  people  are  not  prepared  to  pmnit 
a  temporary  emergency  to  uproot  the  basic  con- 
ceptions of  our  economic  and  social  syst^  and  to 
put  in  their  place  the  doctrines  and  methods  of 
Socialism  or  some  kindred  outlandish  creed. 

No  doubt  the  prevailing  apportionment  of  mone- 
tary reward  is  not  free  from  defects  (though  less  so 
in  this  country  than  anywhere  else),  but  there  has 
been  a  steady  and  pronounced  tendency  and  move- 
ment, especially  within  this  generation,  toward 
mending  such  defects  and  remodelling  inequitable 
conditions.  Evolution  and  the  irresistible  powers 
which  make  for  progress,  enlightenment  and  justice 
may  be  depended  upon  to  continue  and  advance 
that  process.  There  can  be  no  turning  back.  But 
improvident  measures  of  economic  viol«ice  will 
not  hasten  that  process;  on  the  contrary,  they  will 
impede  it. 

Thus  far,  no  civilized  nation  has  ventured  upon 
the  step  of  placing  a  limit  on  what  a  man  may 
earn.  The  consequences  and  repercussions  of  such 
an  act  would  beahnost  incalculable,  and  they  would, 
I  am  sure,  prove  sinister  and  destructive.  At  any 
rate,  if  we  ever  want  to  make  so  fundamental  an 
alteration  in  our  economic  order,  the  proposition 
needs  first  to  be  exhaustively  discussed  before  the 
people  m  all  its  bearings,  so  that  its  inevitable  con- 
sequences may  be  clearly  understood ;  and  the  people 
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must  then  liave  the  opportunity  to  pronounce 
themselves  upon  the  subject  definitely  and  unmis- 
takably. Cotainly ,  the  purpose  must  not  be  sought 
to  be  accomplished  without  a  positive  mandate, 
by  indizection,  in  the  guise  of  a  rev^ue  measure. 


Ill 

THE  INHERITANCE  TAX 

The  general  tenor  of  the  arguments  contained 
in  the  lotegoing  chapter  iqipUes,  though  in  a 
lesser  d^ee,  to  inheritance  taxation,  the  maxi- 
mum <rf  whidi  under  the  existing  law  is  40%. 
And  again,  there  are  to  be  added  to  Federal  taxa- 
tion the  rates  of  legacy  and  inheiilaai^  taxaUoa 
in  the  several  states. 

I  am  convinced  that  a  progressive  inheritance 
tax  ou£^t  to  and  will  continue  as  a  permanent 
feature  of  our  fiscal  policy.  The  arguments  for  it 
itom  the  social  point  of  view  are  unanswerable 
and  compelling,  even  though  in  the  strictly  eco- 
nomic aspect  of  its  workings  it  is  open  to  certain 
objections  unless  kept  within  somewhat  circum- 
seribed  limits. 

It  would  exceed  the  bounds  of  this  discourse 
to  enter  into  a  complete  ccmstderatbn  of  the  sub- 
ject of  inheritance  taxation.   While  emphasizing 
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my  beli^  in  the  principle  of  such  taxation  as  just 
and  called  for,  I  will  set  forth  a  few  of  the  argu- 
ments— ^though  by  no  meanft  all — ^which  bear  upon 
the  question  of  measuring  the  extent  to  which  it 
may  wisely  and  effectivdy  be  imposed. 

To  a  certain  degree,  inheritance  taxation,  in 
its  very  nature,  has  the  economic  ill  effect  of  tsa^ 
pairing  or  sometimes  even  destroying  that  which 
a  lifetime  of  individual  work  and  plattnii^  hfltf 
created.  Values  and  assets  thus  impaired  or 
destroyed  must  be  re-created,  else  production  must 
fall  behind. 

That  means  a  duplication  of  work  each  genera- 
tion, a  waste  ol  natifmal  energy  and  effort,  and 
thus  a  loss  to  the  community. 

Moreover,  there  is  inevitably  inhoeat  isk  inherit 
tance  taxation  that  element  of  social  undesirability 
and  of  unf  ainie»9  that  it  leav«$  enMy  imtouched 
the  wastrel  who  never  laid  by  a  cent  in  his  life,  and 
penalizes  hun  who  practiced  industry,  aelf-d^iiai 
and  thrift. 

And  it  cannot  be  too  often  said  thai  th«  eocour- 
agem^it  ot  thrift  and  enterprise,  desirable  at  all 
times  from  the  point  of  view  of  public  welfare,  ha« 
become  of  the  utmost  importance  imder  the  dr- 
cumstances  in  which  the  world  now  finds  its^* 
because  it  b  only  by  the  intensified  creation  of 
wealth  through  savings  and  production  that  the 
world  can  be  re-establi^ed  on  an  even  keel  after 
the  ravages  and  the  waste  of  the  war. 
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The  easy  assumption  in  certain  quarters  that 
inheritance  taxation  on  large  fortunes  ought  to  be 
made  so  heavy  as  practically  to  abolish  the  be- 
queathing of  wealth  to  descendants  and  to  start 
everybody  on  the  race  of  life  more  or  less  on  the 
basis  of  financial  equality,  overlooks  fundamental 
and  unchangeable  facts. 

Just  as  the  purpose  of  punishment  is  to  deter, 
so  the  purpose  of  reward  is  to  stimulate.  The 
community  must  stimulate  men,  and  especially 
men  of  productive  ability,  to  work  to  the  full 
measure  of  the  ciq>acities  th^  possess. 

That  is  the  practice  which  men  of  large  affairs 
follow  in  the  conduct  of  their  business.  They  are 
always  on  the  lookout  for  brains  and  capacity, 
and  ready  to  give  liberal  reward  to  the  possessors 
of  those  gifts.  They  pay  the  price  willingly  be- 
cause ikey  know  that  there  is  no  better  and  more 
remunerative  investment  than  men  of  uncommon 
ability  and  none  more  greatly  in  demand  or  of 
more  limited  supply. 

That  observation,  amply  demonstrated  by  long 
experience,  holds  good  equally  as  implied  to  the 
community. 

The  pomt  is  emphasized  in  the  following  quota- 
tion from  the  very  able  speech  with  which  some 
two  years  ago  the  Canadian  Minister  of  Finance, 
Sir  Thomas  White,  introduced  in  Parliament  the 
income  tax  measure  th«i  proposed  on  behalf  of  the 
Canadian  Government:  **We  will  need  men  of 
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enterprise  and  ability  who  can  bring  capital  into 
the  country  and  devdq[>  our  immense  resources, 
and  in  reviewing  this  measure  after  the  war,  I 
think  consideration  should  be  given  to  the  question 
of  whethw  the  taxatum  is  so  heavy  as  to  operate  to 
prevent  men  of  that  type  from  coming  to  this 
country  and  giving  us  the  benefit  of  thdr  «iter- 
prise  and  their  capital."* 

It  is  hardly  open  to  question  that  the  work  ci 
able  men  engaged  in  serious  and  l^itimate  busi- 
ness, while  naturally  of  financial  benefit  to  them- 

*A  very  interesting  and  admirably  ludd  little  book  entHled 
"Comment  6quilibrer  le  Budget  de  la  Franoe?"  has  just  come  iato 
my  possession.  It  was  published  in  France  in  November,  1919,  by 
Custos,  this  being  the  pseudonym  of  Mr.  Fcaagms  Manal  who  last 
month  entered  the  French  Cabinet  as  Ifinkter  of  Finance.  I  am 
tempted  to  quote  at  length  from  the  observatkms  cf  that  eminoit  and 
experienced  economist  and  finander,  but  owing  to  oonsideiatiiKis  of 
space,  must  confine  myself  to  rqwoducing  merdy  the  foOowing  few 
sentences  (translated  ttom  the  I^endi): 

"A  country's  system  of  taxation  is  and  must  be  an  int«|^  part 
of  the  functionings  of  its  whole  system  of  eowiomics.  To  * 
reverse  sense,  that  is,  to  set  up  measures  of  taiaticm  before  esta^i- 
ing  an  appropriate  economic  regime,  is  to  risk  failure,  to  coaqmoiise 
the  development  of  the  country  and  arrest  at  th«r  source  the  initia- 
tives of  production.    .    .  . 

"We  cannot  suflSciently  emphaaie  that  isolated  and  haphawrd 
tex  measures  involve  the  risk  of  spoilmg  everything.^  HesitatifHi, 
uncertainty  and  dislocation  result,  which  prevent  initiative^  arrest 
constructive  eflfort,  impede  the  creation  of  wealth,  and  are  damaging 
to  the  country  and  liable  to  bring  on  intolerable  conditiras  for  all 
the  people,  and  especially  for  the  wcxldng  popuktitm.  Hie  genet^ 
system  of  taxation  exercises  a  powerful  influence  upon  the  life  and 
economic  developments  of  a  country.  ... 

•The  creation  of  capital,  the  upbuilding  of  property,  and  the 
transmission  of  such  property  from  the  father  to  the  duhirai,  are 
cornerstones  of  society.  The  acquisition  and  the  traasmissKm  of 
capital  are  essential  conditions  of  progre»  inssmndt  as  they  azc  the 
determining  reasons  for  work  and  saving." 
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selves,  benefits  to  a  much  greater  ext^t  tlie  oomitry 
at  large.  Many  examples  might  be  cited  in  prpof 
oi  tbis. 

In  addition  to  stimulating  them  to  effort,  the 
community  must  also  make  it  worth  men's  while 
to  save  and  to  accumulate. 

It  is  a  well-known  fact  that  one  of  the  most 
powerful  inducements  for  men  to  work  and  save 
IS  the  thought  of  those  whom  they  will  leave 
behind,  and  the  desire  for  the  pespetuatioa  dt 
that  which  they  have  built  up. 

If  that  inducement  is  taken  away,  or  so  mater- 
ially reduced  as  to  be  no  longer  substantial,  it  is 
Qpen  at  least  to  serious  question  in  what  degree 
saving  and  thrift  will  cease  and  self-indulgence 
take  the  place  of  self-denial,  and  to  what  extent 
men  will  fail  to  exert  themselves  beyond  the  point 
at  which  th^  are  enabled,  during  their  lives,  to 
satisfy  their  own  and  their  dependents'  wants  and 
desires.  An  immense  driving  force  will  have  been 
removed  from  those  elements  which  make  the 
wheels  of  the  world  go  round. 

Material  reward,  fortunately,  is  not  the  only 
mcentive  which  causes  men  to  work  and  strive, 
but  it  is  a  veiy  potent  incentive  undeniably. 

It  is  true.  Socialists  and  other  adherents  of 
ultra-advanced  doctrines  daim  that  the  motive  of 
social  duty  and  service  can  be  substituted  effect^ 
ively  in  ordinary  workaday  life  for  the  motive  of 
self-interest,  ambition  and  family,  but  such  an 
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allegation  runs  counter  to  the  general  character- 
istics of  human  nature  and  is  entirely  unsupported 
by  esparience*  In  fact,  the  ezi>eriment  has  been 
tried  numerous  times,  and  has  failed  invariably 

ai^  oompletdy. 

There  should  not  be,  and  I  am  convinced  there 
need  not  be,  unmerited  pov«%  and  want  in  a 
country  as  abundantly  endowed  with  natiiial  re- 
sources as  America.  But  the  remedy  oannot  be 
found  in  discouraging,  penalizing,  or  prcnrealaiig 
the  individual  accumulation  of  oapitaL 

I  am  profoundly  convinced  that  we  must  leave 
nothing  undone,  within  the  limits  of  what  may 
sandiy  and  safdy  be  attempted,  to  equalize  oppor- 
tunity and  to  strive  for  the  greatest  attainable 
degree  of  well-being  for  all.  The  world  must  not 
and  will  not  stand  callously  by  and  permit  mdi- 
vidaal»  to  exeidse  without  restraint  such  natural 
advantages  as  are  theirs,  and  let  the  strong  bear 
down  upon  the  weak. 

Every  wisely  feasible  and  really  helpful  plan 
toward  Mmedyinf  maladgustmsats  in  the  alloca- 
tion of  the  monetary  reward  of  work  ought  to  be 
warmly  encouraged  and  welcomed. 

But  the  privilege  of  handing  down  property  by 
will  is  an  essential  part  of  the  price  which  through 
many  centuries  the  community  has  found  it  well 
and  useful  to  pay  as  an  mcentive  to  woikaiid  sav- 
ing and  self-denial  and  from  other  motives  of  even 
more  fundamental  concern. 
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And  if  the  result  is  tested  by  the  mat^ial  pro- 
gress and  enhanced  productivity  of  the  world  and 
the  increased  well-being  of  the  people,  it  appears 
worth  the  price.  At  least,  no  other  means  has  as 
yet  been  invented  and  stood  the  test  of  practical 
working  which  will  produce  the  same  result. 

Moreover,  if  all  the  money  left  to  the  inheritors 
of  wealth  were  to  be  divided  wmong  the  entire 
population,  the  amount  coming  to  each  one  would 
be  infinitesimal.  And  if,  instead,  the  Govonment 
took  it  all,  or  most  of  it,  what  reason  is  there  to 
think  that  it  would  be  used  as  well  and  effectively 
as  in  private  hands? 

Th^  is  an  astmiishing  lot  of  hazy  thinking  on 
the  subject  of  the  uses  of  capital  in  the  hands  of 
its  owners. 

The  rich  man  can  only  spend  a  relativdy  small 
sum  of  money  unproductively  or  selfishly.  The 
money  that  it  is  in  his  power  to  actually  waste 

is  exceedingly  limited. 

The  bulk  of  what  he  has  must  be  spent  and 

used  for  productive  purposes,  just  as,  presump- 
tively, would  be  the  case  if  it  were  spent  by  the 
Government — ^with  this  difference,  however,  that 
genoally  speaking,  the  individual  is  more  pains- 
taking and  discriminating  in  the  use  of  his  funds 
and  at  the  same  time  bolder,  more  imaginative, 
enterprising  and  constructive  than  the  Govern- 
ment, with  its  necessarily  bureaucratic  and  routine 
regime  possibly  could  be. 
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MoD^  in  the  hands  <^  the  individual  is  oon- 
tmually  and  feverishly  on  the  search  for  oppor- 
tunitks,  i.  e.,  for  creative  and  productive  use. 
In  the  hands  of  the  Government  it  is  apt  to  lose 
a  good  deal  of  its  fructifying  energy  and  ceaseless 
striving  and  to  sink  inst,ead  into  placid  and 
somnolent  repose. 

It  may  be  appropriate  to  mention  in  this  ocm- 
nection  that  the  frequently  heard  assertion  that 
the  great  bulk  of  the  wealth  of  the  nation  goes  into 
the  coffers  of  a  small  number  of  rich  men,  is  wholly 
false. 

The  fact  is,  on  the  contrary,  that  about  seven- 
eighths  of  our  national  income  goes  to  those  with 
incomes  of  $5,000  or  less,  and  only  about  one- 
eighth  to  those  having  incomes  above  $5,000.  A 
carefully  compiled  statement  issued  by  the 
Bankers  Trust  Company  of  New  York  some 
eighteen  months  ago  estimates  the  total  individual 
incomes  of  the  nation  for  the  fiscal  year  ending 
July  SO,  1919,  at  $53,000,000,000,  and  finds  that 
families  with  incomes  of  $5,000  or  less  receive 
$40,000,000,000  of  that  total. 

It  is  not  true  that  under  our  economic  and 
social  system  *'the  rich  are  getting  richer  and  the 
poor  poorer."  On  the  contrary,  the  diffusion  of 
wealth  has  been  going  on  apace;  the  tr^d  of  things 
within  the  past  twenty  years  has  been  greatly 
toward  diminishing  the  difference  in  the  standard 
and  gooeral  way  of  living  between  the  various 
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categories  of  our  population.  And  our  wealthiest 
men  are  not  those  who  inhmted  their  possessions, 
but  those  who  started  at  the  bottom  of  the 
ladder. 

In  taking  leave  <^  this  subject  which  to  be 

dealt  with  adequately,  would  require,  as  I  have 
said  bdCore,  far  more  eadiaustive  treatment  than  I 
can  give  it  in  these  pages,  I  should  like  only  to  add 
this: 

The  eternal  law  of  compensation  works  in 
mysterious  ways.  It  is  unquestionably  a  fact  that 
it  is  not  the  children  of  the  rich  to  whom  life  yields 
the  i^reatest  n^asure  of  joy  and  satisfaction  and 
rewa^rd. 

IV 

For  a  country  as  immensely  rich  and  intrin- 
sically as  little  burdened,  relatively,  as  ours,  it  is 
really  not  a  problem  of  great  difficulty  to  raise,  by 
taxation,  the  sum  which  the  needs  of  the  occasion 
require. 

Now  that  the  emergency  of  the  war  is  over,  I 
beheve  that  this  subject  in  its  entirety  should  be 
subjected  to  unprejudiced  and  competent  critical 
review.  Good  intentions  are  not  a  sufficient  quali- 
fication for  the  task  of  devising  a  plan  and  methods 
oi  taxation  to  balance  our  vast  expenditures. 
Exact  thinking  is  required,  technical  capacity, 
adequate  knowledge  and  the  courage  not  to  shrink 
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from  unpalatable  conclusions.  Economics  are 
stubborn  things  and  will  not  permit  themselves 
to  be  either  disregarded  or  overridden  or  dealt  with 
emotionally. 

In  England  a  non-political  committee  was 
appointed  recently  by  the  Government  to  study 
the  effects  of  the  various  kinds  of  taxes  which  have 
been  in  force  during  the  past  five  years,  and  to 
make  leoommendations  to  Parliament  based  upon 
such  study.  It  seems  to  me  that  similar  action 
by  Congress  w  the  Flrarident  would  be  wise  and 
timely. 

A  small  committee  of  wdl-inf(nrmed  men 
of  different  callings,  approaching  their  task  free 
from  political,  social  and  sectional  bias,  would  not 
find  it  a  formidable  undertaking  to  evolve  a 
measure  which,  whfle  fidly  responsive  to  Hie 
dictates  of  equity  and  social  justice,  would  produce 
no  less  revenue  than  the  taxation  now  in  force,  and 
yet  would  be  far  less  burdensome  upon  the  country, 
less  hampering  to  enterprise,  and  less  productive 
<rf  eeoaomic  disturbance  and  dislocation. 

Such  a  committee  would  not  be  unmindhil  of 
the  mamf  est  propriety  of  grading  the  burden  of 
taxation  as  much  as  practicable  according  to  capa- 
city to  bear  it. 

But  neither  would  it  be  unmindful  of  ways 
of  easily  collectible,  easOy  borne  taxation,  which 
we  have  failed,  thus  far,  to  utilize.  Nor  would 
it  look  upon  material  success  as  sinnethmg  akui 
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to  guilt  and  therefore  to  be  visited  with  punitive 
treatment. 

It  might  recommend  a  radical  revision  of 
income  taxation  on  the  theory  that  the  emphasis 
of  taxation  be  laid  rather  on  expenditures  than  on 
incomes  and  that  a  sharply  marked  distinction  be 
made  between  such  portion  of  a  person's  income 
as  is  used  constructively  in  savings,  investments, 
or  enterprise  and  such  portion  as  is  spent  on  his 
scale  of  living.  A  tax  based  on  that  theory  would 
be  calculated  and  paid  at  the  end  of  a  twelve 
month's  period,  just  as  the  income  tax.  It  would, 
no  doubt,  exempt  expenditures  of  a  certain 
minimum  sum  per  annum,  say,  $2,500  for  single 
and  $4,000  for  married  persons,  would  be 
applied  moderately  to  moderate  expenditures, 
and  would  be  severdy  progressive  on  large 
expenditures. 

Much  can  be  said  tqx  such  a  tax  from  both  the 
economic  and  moral  points  of  view.  Among  other 
desirable  effects,  it  would  reach  those  who,  by 
holding  tax-exempt  securities,  now  escape  the 
burden  of  income  taxation,  and  it  would  thus  go 
a  long  way  to  eliminate  the  undue  advantage 
now  attaching  to  tax-exempt  securities  and  to 
correct  the  resulting  evils  which  I  have  pointed  out 
before  in  discussing  that  phase  of  our  tax  problem. 

While  a  tax  of  this  nature  involves  certain 
complexities  in  its  details  and  working,  they 
would  by  no  means  be  insuperable;  in  fact,  they 
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would,  I  think,  be  less  formidable  than  those  of  the 
present  income  tax. 

The  Committee  might  also,  I  should  think,  reach 
the  conclusion,  quite  irrespective  of  the  theory 
suggested  in  the  foregoing  paragraphs,  to  recom- 
mend the  imposition  of  a  small  percentage  tax, 
say  1%,  on  all  sales  of  commodities  and  products 
and  presumably  of  real  estate.  Sudi  a  measure 
would  be  productive  df  an  immense  amount  of 
revenue  and  would  not  be  harmful  to  any  one. 

A  similar  tax  was  imposed  in  the  course  of  our 
Civil  War  and  appears  to  have  functioiied  so  well 
and  to  have  met  with  such  ready  acceptance  that 
it  was  not  repealed  until  several  years  after  the 
close  of  that  war. 

The  exact  form  which  such  a  tax  should  take 
is  debatable.  It  might  be  imposed  on  the  seller 
according  to  the  aggr^ate  sales  effected,  the  tax 
to  be  computed  quarterly,  semi-annually  or 
annually.  Or,  it  might,  on  every  transaction,  be 
paid  by  the  purchaser,  in  which  case  it  should  not 
be  included  in  the  selling  price,  but  specifically 
added  to  it  as  a  separate  item,  probably  best  in  the 
shape  of  stamps.  Or,  it  might  be  made  applicable 
to  retail  sales  only. 

In  the  ktter  case,  it  might  be  found  well  to 
exempt  from  the  tax  single  purchases  below  $2. 
Also  in  that  case,  i.  e.,  in  dealing  with  the  ultimate 
purchaser,  it  might  possibly  be  deemed  appropriate 
to  make  the  tax  varying  in  its  scale,  say  from  1% 
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to  10%,  or  even  120%,  progresnng  according  to 

the  value  of  the  article  purchased,  so  that,  for 
instance,  a  person  making  a  $5  purchase  would 
pay  1%  tax,  i.  e.,  five  cents,  while  a  p^sou 
making  a  $5,000  purchase  would  pay  10%  tax, 
L  e.  $500,  and  so  on. 

While  the  progressive  scale  suggested  would  be 
attractive  from  the  point  of  view  of  equity,  I 
realize,  of  course,  the  practical  objections  to  which 
it  is  apm  and  the  difficulty  erf  its  (qieration. 
Indeed,  it  may  be  found  upon  due  investigation 
that  the  oomplicatk>ns  involved  would  be  such 
as  to  be  decisive  against  the  adoption  of  that 
suggestion. 

The  simplest  and  most  remunerative  way, 
naturally,  would  be  to  impose  a  very  small  tax  on 
the  turn  over,  confuted  quarterly  or  semi^ 
annually,  of  sales  of  commodities  and  products  all 
along  the  line,  fn»n  first  to  last. 

At  any  rate,  whatever  may  be  the  differences 
ol  qpinion  as  to  the  various  ways  of  applying  a 
sales  tax,  I  feel  confident  that  as  far  as  the  prin- 
ciple of  such  a  tax  is  ooncmied,  a  great  majority 
of  the  men  engaged  in  business  large  or  small 
would  welcome  it. 

If  the  Ways  and  Means  Conunittee  of  Congress 
were  to  consult  on  the  subject  with  duly  qualified 
representatives  of  business  associations  and  agri- 
cultural and  other  organizations,  no  great  difficulty 
should  be  found  to  devise  the  best,  most  productive 
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and  least  troublesome  way  and  method  by  which 

a  tax  of  that  general  nature  should  be  made 
operative. 

It  may  be  objected  that  such  a  tax  is  finally 
passed  on  to  the  consumer.  No  doubt  it  is.  So  is 
the  bulk  of  the  excess  profit  tax.  So,  in  the  end, 
is  practically  every  business  tax  and,  to  a  great 
extent,  even  individual  taxes. 

And  the  burden  on  the  consumer  is  always 
cumulative,  inasmuch  as  almost  ev^  article 
before  it  comes  to  him  passes  through  several 
different  handlings  in  the  process  of  being  con- 
verted from  the  raw  material  to  the  finished 
article  on  sale,  and  each  one  of  those  oonomied 
in  that  process  seeks  to  add  to  the  price  a  pro- 
portionate percentage  to  cover  his  taxes,  at  least 
in  part. 

Nor  is  he  justly  subject  to  reproach  for  doing 
so,  in  most  cases.  He  is  simply  acting  from 
necessity,  because,  as  I  have  indicated  before, 
what  the  eyia<^i"g  profit  tax,  as  well  as  the  income 
surtax  absorb,  is  that  essential  necessity  for  the 
conduct  business— cash.  You  cannot  pay 
your  taxes  by  turning  over  book  assets,  or  bills 
receivable,  or  materials,  or  inventories;  you  must 
pay  them  in  cash.  But,  while  the  outgo  in  taxes 
payable  to  the  Government  is  all  cash,  really 
available  as  free  surplus,  the  income  in  the  case  of 
most  active  businesses  is  cash  only  to  a  limited 
extent.   Consequently,  the  average  business  man 
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must  seek  to  increase  his  margin  of  profit  in  ord«r 
to  increase  his  margin  of  available  cash.  One 
of  the  most  unsettling  consequences  of  our  tax 
system  is  the  cash  drain  which  it  creates  in  drawing 
liquid  funds  away  from  their  normal  and  fructi- 
fying channels  and  into  the  coffers  of  the  Grovem- 
ment. 

The  sales  tax  would  aggregate  a  far  smaller 

burden  by  the  time  it  reaches  the  consumer  than 
our  prevailing  array  of  taxes.  It  would  weigh  far 
more  lightly  on  the  rank  and  file  than  do  the 
results  of  our  existing  taxation. 

At  present,  apart  from  various  mmor  taxes, 
corporate  business  pays  10%  income  tax  and,  in 
addition,  excess  profit  taxes  up  to  40%.  In- 
dividuals pay  up  to  73%  in  Federal  income  taxes 
alone. 

A  trifling  sales  tax  on  the  huge  volume  of  com- 
modities changing  hands  annually  would  yield  so 
vast  a  revenue  that  it  would  enable  the  excess 
profit  tax  and  practically  all  other  abnormal 
business  taxes  (except  perhaps  the  corporate  in- 
come tax)  to  be  eliminated,  surtaxes  on  individual 
incomes  to  be  greatly  reduced,  and  Federal  taxa- 
tion of  incomes  up  to,  say  $4,000,  to  be  abolished 
altogether. 

The  result  would  be  a  great  reduction  in  the 
cumulative  percentages  with  which  prices  are  now 
**loaded"  to  meet  taxation,  that  is  to  say,  there 
would  be  bound  to  «mae  a  lowering  of  prices  all 
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round.  Competition  would  see  to  that.  If,  con- 
trary to  all  expectation  and  precedent,  it  should 
not  do  so,  other  agencies  will. 

Anoth^  advantage  of  the  sales  tax  is  the 

great  simplicity  of  its  working  and  the  definiteness 
of  its  application,  especially  as  compared  to  the 
vexatious,  uneven  and  unfair  working  of  the  excess 
profit  tax. 

Furthermore,  to  collect  such  a  tax  requires 
little  expense,  no  complicated  bookkeeping,  no 
intricate  schedules,  no  lawyers'  and  accountants' 
services,  and  no  army  of  Government  employees. 
It  can  be  increased  or  decreased  in  short  ord^  and 
without  any  resulting  economic  disturbance,  ac- 
cording to  the  financial  needs  <^  the  Gov^mn^t. 

If  a  1%  tax  produces  too  much,  it  is  a  very 
nmple  process  to  decrease  it  by  an  appropriate 
percentage.  If  it  produces  too  little,  a  small 
additional  percentage  will  yidd  the  sum  needed. 

We  have  had  a  two  years'  test  now  of  a  scheme 
for  raising  revenue,  which  is  unscientific,  incon- 
sistent and  ill-designed  and  has  as  its  principal 
characteristic  the  taxation  at  business  and  con- 
structively employed  capital  on  a  scale  without 
a  parallel  anywhere.  The  result  is  writ  large  in 
the  high  cost  of  Hving,  industrial  and  economic 
dislocation  and  social  discontent — ^for  all  of  which 
our  taxation  poUcy  is  a  strongly  contributory, 
though,  of  course,  not  the  sole,  cause. 

In  common  with  all  right-thinking  men,  I 
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desire  very  earnestly  and  sincerely  to  see  the 
burdens  of  the  poor  and  those  of  mod^ate  means 
lightened  to  the  utmost  extent  possible. 

I  realize  but  too  wdl  that  the  load  weighing 
upon  those  whose  income  has  not  kept  pace  with 
the  increased  cost  of  things  has  become  almost 
intolerable.  I  welcome  every  means  compatible 
with  sober  reascm  and  the  test  of  experience  and 
with  national  welfare*  to  remedy  that  situation, 
or  at  least  to  mitigate  it  to  the  limit  of  our  ability. 

But  I  am  entirely  convinced  that  crushing  and 
bungling  taxation  of  capital  and  industry  is  not  the 
way  to  accon^lish  that  result.  I  am  convinced, 
on  the  contrary,  that  such  taxation  is  bound  to 
redound  to  the  detriment  of  all  the  people. 

If  our  extreme  surtaxes  on  incomes,  and  our 
excess  pn^t  tax  had  the  effect  of  breaking  the 
vicious  circle  of  price  boosting  and  wage  boosting, 
if  these  taxes  had  power  to  eliminate  or  curb 
"profiteering,"  much  might  be  forgiven  them. 

But  experi^ce  has  proved  that  not  only 
have  they  no  such  effect  and  no  such  power,  but 
indeed  tfa^  have  tended  to  greatly  intensify  those 
evils.  To  deal  with  these  noxious  things,  measures 
of  quite  a  different  nature  are  required. 
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V 

I  know  the  political  mind  shies  from  laying 
hands  on  the  presumably  popular  structure  of 
huge  supertaxes  on  incomes  and  profits.  But  I 
venture  to  think  that  the  political  mind  is  once 
more  acting  according  to  its  inveterate  habit  of 
underestimating  both  the  int^rity  and  the  in- 
tdlig^ce  of  the  people. 

Twenty  odd  years  ago  Mr.  Bryan,  acting,  I  am 
certain,  from  true  conviction  and  in  absolute  good 
faith,  offered  to  the  people  a  scheme  which  they 
were  led  to  believe  would  practically  cut  th^ 
ddbts  in  half,  enhance  greatly  the  price  of  farm 
products,  then  at  low  ebb,  increase  wages  largely, 
and  bring  about  other  results  strongly  appealing 
to  selfish  interest.  No  more  tempting  lure  was 
ever  held  out  to  the  popular  vote. 

It  took  the  Republican  party  managers  a  long 
while  before  they  mustered  courage  to  meet  the 
issue  squarely  and  to  come  out  flatfootedly. 
However,  they  did  finally  and  Mr.  Bryan's  chal- 
lenge was  met  by  a  most  intensive  campaign  of 
educaticNQ  and  information.  Intricate  questions 
of  economics  aUd  currency  were  discussed  and  de- 
bated up  and  down  the  land. 

The  result  was  that  a  great  majority  of  the 
people  recognised  the  faultiness  of  Mr.  Bryan's 
program  and  rejected  it. 

When  the  pros  and  cons  of  a  proposition,  of 
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whatever  nature,  have  been  set  fully  and  plainly 
before  them  the  great  majority  of  the  American 
people  can  be  trusted  to  form  right  and  just  con- 
clusions, and  to  reject  fallacies,  however  appealing, 
plausible  and  tempting. 

The  facts  as  to  the  harm  and  futility  of  our 
existing  rev^ue  measures  are  indisputable  and 
easily  explained  and  demonstrated.  It  is  for  us 
business  men  to  bestir  oursetves  and  see  tJiat  these 
facts  are  brought  to  the  attention  of  the  people 
duly  and  effectivdy. 

The  average  man  and  woman  are  amply 
capable  of  grasping  them,  and  they  will  be  found 
entirely  ready  to  see  stark  unfairness  remedied 
and  damaging  enom  corrected. 

The  legitimate  rights  of  property,  subject  of 
course  to  the  reasonable  and  proper  exercise  of  the 
superior  rights  of  the  community,  are  among  those 
elements  the  sum  total  of  which  makes  up  liberty 
in  its  true  meaning. 

It  is  not  a  "standpatter's"  phrase,  but  a  sober 
fact  that  liberty  and  ordered  progress  presuppose 
respect  and  protection  for  the  property  rights  of 
the  individual,  within  those  bounds,  naturally, 
whidi  are  inherent  in  wise  and  enlightened  r^ard 
for  the  public  welfare. 

The  principle  of  the  rights  of  private  property 
is  one  of  the  pillars  of  the  structure  of  liberty,  as 
liberty  was  always  understood  in  America,  and,  I 
am  sure,  is  still  understood  by  the  overwhelming 
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majority  of  Amencans.  You  cannot  soiously 

weaken  one  pillar  of  that  structure  without 
weakening  the  whole. 

Economics,  the  laws  of  finance,  the  functions 
of  capital,  the  problems  of  trade,  etc.,  are  oomplez 
and  difficult  subjects.  They  lend  themselves  all 
too  easily  to  plaucdble  fallacies  and  to  demagogic 
misinformation. 

The  rank  and  file  cannot  be  expected  to  have 
acquainted  themselves  with  the  lessons  of  either 
history  or  textbooks  on  these  subjects,  or  to  know 
the  teachings  of  practical  eqterience  concerning 
them.  They  should  not  be  expected  unaided  to 
"'dope  out"  these  complex  things  for  themselves 
to  their  correct  and  tested  solution.  They  should 
not  be  expected  to  discover  entirely  out  <^  their 
own  brains  arguments  to  offset  the  cleverly  and 
posistently  presented  half-truths  or  untruths  of 
the  demagogue  or  the  Socialist  or  other  varieties 
of  the  Utopian  ta  extremist  frat^mly . 

Nor  can  or  should  they  be  expected  to  accept 
existing  practices  or  the  mese  affirmations  oi 
business  men,  as  conclusive  upon  their  own  mental 
processes. 

It  is  one  of  the  proper  and  indeed  necessary 
functions  €i  organisations  of  business  men  to 
spread  information  on  such  matters  among  the 
people,  to  give  facts  and  figures  and  reasons,  to 
defend,  justify  and  ^^xplai",  and  to  meet  pernicious 
agitators  on  their  own  ground  of  propaganda. 
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It  is  a  function  which  is  far  too  little  exercised 
as  yet  and  the  necessity  for  which  is  becoming 
steadily  more  apparent  and  more  ui^ent. 

The  enemies  of  the  existing  social,  economic 
and  governmental  order  are  at  work  incessantly, 
under  skilful  and  none  too  scrupulous  leadership, 
with  great  ingeouity  and  cunning  to  instill  into  the 
minds  of  the  people  the  poison  of  class  animosity, 
by  misrepresenting  facts  and  conditions  and  prom- 
ising the  unattainable. 

"We  must  not  put  our  heads  into  the  sand  in  the 
face  of  these  machinations,  nor  must  we  be  in  fear 
of  them,  or  permit  ourselves  to  be  unduly  wrought 
up.  We  cannot  meet  them  by  blunt  denials  or  by 
calling  hard  names,  or  by  harsh  actions,  or  even  by 
appeal  to  the  flag  and  the  Constitution.  Indeed, 
we  must  be  particularly  careful  not  to  create  the 
impression  that  patriotism  is  used  pharisaically  as 
a  cloak  for  smug  self-interest  and  the  protection  of 
privil^e. 

The  way  to  meet  wrongful  agitation  is  first  by 
sincere  and  persist^t  efforts  to  eliminate  causes 
for  just  discontent,  and  seooadly  by  an  organized 
and  unremitting  campaign  of  education  and 
information  conducted  in  the  spirit  of  qonpatby, 
patience,  understanding  and  of  respect  for  differing 
viewpoints. 

We  must  seek  to  bring  truth  and  enlightenment 
into  the  ring  against  falsehood  and  error,  and  then 
let  them  have  it  out  in  the  presence  of  the  Ameri- 
can people.   I  have  no  fear  of  the  result. 
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